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1. Introduction 


According to a new report by Swiss Re! - heavily promoted by the me- 
dia and also by Oxfam? —‘the world stands to lose close to 10% of total 
economic value by mid-century if climate change stays on the current- 
ly-anticipated trajectory’ 

This is not true. 

The correct statement is that in 2050, global GDP- total economic 
value — will be lower by 10% in the presence of climate change dam- 
ages than in the absence of them. But that’s not the same as a loss of 
that economic value. For what also needs to be included is the growth 
in economic value between now and 2050 that results from whatev- 
er economic policies are followed in the period. It is the nett effect of 
these two processes that will determine living standards in 29 years’ 
time. The mistake throughout the Swiss Re report is to fail to consider 
this basic piece of logic. 

In fact, the report's authors choose to present information in a 
manner that obscures that this is what they have done. All of the calcu- 
lations presented are of the loss of GDP as a result of damages. There 
are no — quite absurdly, none at all - numbers on what GDP will actually 
be in that near future. So, we're told that if warming is between 2 and 
2.6°C then GDP will be 11-14% lower than in a world with 0°C tempera- 
ture change. If the Paris targets on emissions and temperature rise are 
hit, then GDP will only be 4.2% lower. 

But 14%, or 4.2%, of what? That's the crucial point that tells us how 
we - or perhaps our children — will be living in that year. For the deter- 
mination of those living standards is not GDP foregone through the 
damages of climate change, nor is it GDP forgone — or even gained — by 
economic policy between now and then; it’s the combination of these 
and the other factors that affect economic growth. It is the nett num- 
ber at the end of all the influences that matters. A calculation of the 
damages from warming without considering the growth that happens 
alongside it is of little or no interest or relevance, in just the same way 
that one looking purely at the growth without the damages stemming 
from it would be. 


2. Theunderlying model 


Economic models underpin all discussions of climate change. The most 
accessible set of these is the Special Report on Emissions Scenarios 
prepared for the Intergovernmental Panel on Climate Change.’ It’s not 
necessary to go into great detail about these here, just to note that one 
of the base assumptions is that the economic policies followed now 
will determine the size of the economy in the future. This should be 
obvious enough, but it’s something that is all too often forgotten: what 
we do now affects the future in more ways than just the damage that 
carbon emissions will cause. 

The different scenarios for emissions are all defined by the under- 
lying economic policies, and the differing energy production mixes 
and economic growth rates that result. It shouldn't come as a great sur- 
prise that different economic policies will lead to different amounts of 
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growth; that’s what the argument over which policies to follow is all 
about. We have four families of economic policies —- A1, A2, B1 and B2 - 
where A stands for, roughly enough, capitalism and markets, and B for 
something more socially democratic. Meanwhile, 1 means an assump- 
tion of a globalised economy, and 2 means more regionalised and lo- 
calised economies. 

We also have an assumption for economic growth rates for those 
four families: in order and respectively, 2.9%, 2.3%, 2.5%, 2.2% for the 
period 1990 to 2100. Cumulative and compounding growth rates are 
powerful, and the Al economy is, at the end of the process, some twice 
the size of the B2 one, or in per capita terms, near four times larger (for 
there are different population assumptions as well, changes in popula- 
tion level being very closely linked to changes in economic wealth). 

Whether these numbers are entirely true is arguable but that 
they’re relevant to climate change is not. For these are the assumptions 
with which the entire process starts.* How rich the future world will 
be depends, at least in part, upon the economic growth rate between 
now and that future date. This will, in turn, depend upon the economic 
policies adopted. This is not some factor outside climate change dis- 
cussions or models; it is central to how they were constructed. Which 
is why looking simply at the damages from climate change does not 
work as an analytical tool; we need to know what the growth rate will 
be too. From this figure, we can deduct our estimates of damages if we 
should so wish, to give the combination, or the nett, of the two effects. 

Another way to say much the same thing is that growth is a ben- 
efit, damages a cost. That's obvious — but some of the damages will be 
a cost of the growth. We can only know what the final position is if we 
include that benefit of the growth as well as the costs of the damages. 


3. Thenecessary details 


Clearly, if growth occurs, the economy in 2050 will be larger than it is 
now. Consider what might happen in two of the scenarios, say the A1 
(global, capitalist and market) system with its 2.9% growth rate, and 
the B2 (regionalised, social democratic) one, with its 2.2% rate. The cur- 
rent global economy is — close enough for us here - some $100 trillion 
a year. With the slower growth rate, that will become $187 trillion, and 
with the faster one, $229 trillion. Assuming 11% in damages from cli- 
mate change reduces the higher figure by $25 trillion, meaning we end 
up with a $204 trillion economy rather than the $187 trillion one. 

Of course, no one is saying that the damages from climate change 
are going to be zero under any pathway; there is no insistence that we 
should just power ahead with no concern at all. Rather, the point is that 
the richness of the future depends upon both growth and whatever 
damages result from that growth. 

We can expand this analysis a little and use slightly different growth 
assumptions, not tied to any one set of policies, but rather looking at 
shorter-term growth differences. The World Bank tells us that global 
GDP growth is about 3% at present® — except for this last rather unu- 
sual year. Growth was as high as 5% in the 1960s, but fell to below 1% 
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in the mid-1970s and early 1980s. Using either of those numbers and 
a compound growth calculator gives us a possibility for 2050 of over 
$400 trillion (which is, to be fair, most unlikely) or just $133 trillion (a 
disaster for the poor of the world). 

The important point to grasp here being that any of those num- 
bers dwarf a possible loss of 5 or even 11% of GDP from climate change 
damages. 


4. The policy implication 

The one thing this Swiss Re report gets right is that our concern should 
indeed be for those who come after us. Not exclusively of course, but 
their interests should certainly weigh in the balance. But it is their nett 
position that matters: the totality of the world we leave to them. Cli- 
mate change damages are not the sole factor, we must also take into 
account the wealth of the world we leave them. 

As we can see from the very rough calculations above, by far the 
most important determinant of this nett position is the economic 
growth rate between now and 2050. The damages are important, but 
not to the point of exclusivity. The costs — in terms of growth reduction 
— in avoiding those damages also have to be considered. 

Which brings us to a point upon which the Stern Review® went into 
considerable detail. Yes, we should deal with climate change, it said, 
but we must be efficient in doing so. Partly this is because — that lit- 
tle behavioural quirk of human beings — we do less of more expensive 
things and more of cheaper ones. Therefore, if we use expensive — and 
expensive here does mean lost growth as well as actual spending - 
methods to deal with climate change then we'll do less dealing with 
climate change. That’s just how the species rolls. 

So, we must ensure that our actions to restrict or reduce the dam- 
ages from climate change are efficient: ones that achieve the goal at 
least cost. Which, according to that same Stern Review, means not hav- 
ing grand plans, bureaucratic overview and government picking losers. 
Instead, alter the price system — the carbon tax, possibly tradeable per- 
mits — and leave humanity's only efficient resource allocation system to 
do the rest. Which is fortunate really, as — according to the SRES models 
that support the case for addressing climate change in the first place 
— that is also the policy agenda that increases the size of the economy 
the most over time, and thus does most to improve the lives of our 
descendants. 

Where Swiss Re are correct is that the future size of the economy 
matters, for that is what will determine our living standards. However, if 
we concentrate upon that point, what matters is being efficient about 
dealing with the varied problems we face, including climate change. 
For it is the nett total of all of these processes that will define that fu- 
ture. Not just the claimed damages from one or another part of the 
total process. 

It is most certainly not true that we want to do anything to avoid 
the claimed climate change damages, for doing anything would include 
giving up the greater growth we could — and probably will — have. 
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Notes 

1. Swiss Re. https://www.swissre.com/dam/jcr:e73ee7c3-7f83-4c1 7-a2b8-8ef23a8d3312/ 
swiss-re-institute-expertise-publication-economics-of-climate-change.pdf 

2. https://www.oxfam.org/en/press-releases/g7-economies-could-lose-85-year-2050-without- 
more-ambitious-climate-action-oxfam. 

3. SRES https://www.ipcc.ch/site/assets/uploads/2018/03/emissions_scenarios-1.pdf. 

4. Although note that the names of these models have been changed a couple of times: from 
SRESs to RCPs and now to SSPs. 

5. World Bank https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG. 

6. Stern Review. https://www.lse.ac.uk/granthaminstitute/publication/the-economics-of-cli- 
mate-change-the-stern-review/. 
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